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THE present administration of our 
Government has been charged 
with extravagance and wasteful­
ness in the expenditure of pub­
lic funds; and among other con­
tributing factors, the Cost Plus 
Contract has been criticized as 
being partially responsible for 
the wild orgy of spending. It
would appear, therefore, that a discussion of the 
accounting methods and procedures prescribed 
by the Government with respect to these con­
tracts might prove of inter­
est at this time.
Cost Plus Contracts were
made by various independ­
ent Government agencies, 
more or less alike in prin­
ciple, so that an outline of 
treatment of the contracts 
made by the Ordnance 
Department will give a 
knowledge of the general 
accounting principles in­
volved.
Personnel. The personnel 
of the Cost Accounting 
Branch of the Ordnance 
Department under whose 
direction this work was 
conducted was controlled 
from a central office in 
Washington. The country 
was divided into districts, 
at the head of which there
was a supervisor in direct charge. He was as­
sisted by assistant supervisors, who made field 
surveys and periodical visits to plants working 
on a Cost Plus basis, to assist the local ac­
countants stationed at such plants in their work. 
At each plant an accountant-in-charge, with as 
many assistants as were required, conducted the 
audit work of the Government.
Upon the accountant-in-charge rested the 
prime responsibility for the determination of 
the regularity and correctness of the charges 
made against the Government and the prepara­
tion of the necessary documents to reimburse 
the contractors. An audit clerk was attached 
to each district office to finally approve the 
documents prepared by the accountants-in- 
charge.
Authority and Instructions. In the conduct 
of his work and execution of his authority, the 
accountant was governed by the following:
1. The terms of the Cost Plus Contract.
2. A pamphlet entitled “ Definition of ‘ Cost ’ 
Pertaining to Contracts,” issued by the office of 
the Chief of Ordnance.
3. A similar pamphlet, entitled “ Instructions 
to Accountants.”
4. General rulings issued from time to time 
by the Ordnance Department.
5. Specific rulings on technical or disputed 
points by the assistant su­
pervisors or higher officials.
Correlation. The account­
ant was called upon to work 
in conjunction with the fol­
lowing officials, and upon 
the harmony and correlation 
existing between these rep­
resentatives, the successful 
conduct of his work largely 
depended:
Ordnance Officer in charge 
of Plant Facilities
Ordnance Officer in charge 
of Production
Ordnance Officer in charge 
of Inspection
Ordnance Officer in charge 
of Stores
Ordnance Officer in charge 
of Property Section
Contractors, Officials, and 
Staff.
Classes of Contracts. The contracts entered 
into by the Government may be classified under 
the following general groups:
1. Increased Facilities (New Building, Ma­
chinery, and Equipment).
2. Cost plus a Fixed Profit in a plant entirely 
Government owned.
3. Cost plus a Percentage or Variable Profit 
in a plant entirely Government owned.
4. Cost plus a Fixed or Variable Profit in a 
plant privately owned.
Systems. The accountant was not expected 
to recommend or install cost systems in whole 
or in part in the plants of contractors, although 
he was called upon to make suggestions, so that 
the costs applicable to Government contracts 
could be properly compiled.
Cost
Plus
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It was not the purpose of the 
Government to prescribe the form 
of accounting or the particular 
books and records to be used by 
the contractor, or to suggest
changes where the accounts, books, and records 
conformed to good accounting practice, and the 
necessary data to compute cost of manufacture 
as defined by the Government could be furnished 
therefrom.
It was desirable, however, in so far as it was 
practicable, to maintain separately from all 
other records pertaining to the contractors’ 
business, the records and accounts pertaining to 
Government contracts. This division, where 
made, greatly facilitated the work of the ac­
countants.
Control of Agency. In all these contracts, 
the contractor acted in the capacity of agent 
for the Government in the execution thereof. 
Therefore, payments for special equipment pur­
chased, direct labor, direct materials, factory 
overhead expense, and general and administra­
tive expenses, were expended in the name of the 
contractor for the account of the Government.
The contractor made the expenditures from 
his own funds and was reimbursed for the same 
upon proper certification therefor by the Gov­
ernment accountant-in-charge.
The contractor received his remuneration for 
his services in the form of a percentage upon 
the cost involved or a fixed sum per unit, as 
designated in the contract.
The following is a brief explanation of each 
class of contract made by the Government:
Increased Facility Contracts. These contracts 
were made where a contractor had either insuf­
ficient or no equipment with which to execute 
a contract for the manufacture of ordnance 
materials.
In most cases, these contracts were merely a 
part of a contract for ordnance materials to be 
manufactured on a Fixed Price or Cost Plus 
basis.
In any event, that portion of the contract 
for increased facilities was on a cost basis, and 
required the audit of a Government accountant.
The procedure for carrying out the provisions 
of these contracts was as follows:
The contractor placed orders for the purchase 
of, and erection of, buildings, machinery, and 
equipment in his own name, for the account of 
the Government. In order to exercise control 
over these purchases, it was necessary to have 
the approval of a Price Approval Officer for 
each order or contract placed. The Price Ap­
proval Officer was usually a representative of 
the Production, Inspection, or Plant Facility 
Section of the Ordnance Department.
Upon receipt of the materials, the contractor 
would pay for the articles out of his own funds 
and present a voucher or invoice to the account­
ant-in-charge for reimbursement. The latter 
would thereupon compare the voucher with
approved purchase order, receiving 
records, and cash-payment records. 
After satisfying himself as to the 
correctness of the charge and that 
bona fide payment had been made
therefor, he would prepare a form entitled 
“ Summary of Special Purchases,” indicating 
thereon a full description of the article, so that 
the Government property could be easily iden­
tified at a later date.
The forms were then recapitulated, and the 
total was carried to a form entitled “ Public 
Voucher.” The public voucher with attached 
supporting summaries was then forwarded to 
the District Office, and in due course the con­
tractor was reimbursed by the Disbursing 
Officer.
With respect to these purchases, it might be 
mentioned that a “ Property Officer ” was re­
quired to prepare from these summaries what 
was known as a Property Return. This was 
an index to the property owned and paid for 
by the Government, which was jointly in the 
custody of the contractor and the Property 
Officer, each of whom was responsible and ac­
countable therefor.
After preparing the necessary documents, the 
accountant was required to keep an analysis in 
accordance with standard accounting principles 
of the amount expended, so that the cost of the 
property could be compiled, and a check main­
tained on the total amount of appropriation of 
the work.
Subcontracts. Purchases for a specified con­
tract price involved no particular difficulty, but 
where the prime contractor in turn placed orders 
on a Cost Plus basis, the duties of the accountant 
became more exacting.
In the construction and erection of large 
plants on a Cost Plus basis, a large staff of 
clerks was required. It was necessary to have 
field clerks on the plant site to check time- 
reports, and material checkers to verify receipts 
of construction materials.
The prime contractor maintained his own 
staff to do this work, as he was likewise re­
sponsible for the correctness and propriety of 
the charges, and was obligated to seek reim­
bursement after fie had first paid out his own 
money to the subcontractors. The double check 
thus provided, together with engineers’ and 
architects’ certificates, materially assisted the 
work of the accountant.
Rapid and emergency construction work in­
volving large sums required constant vigilance.
Delay in reimbursing contractors could not be 
permitted without serious results; consequently, 
the responsibilities of the accountant were ex­
ceptionally trying at times.
Subcontracts for special machinery, tools, and 
equipment were often made with firms in places 
not accessible to the local accountant-in-charge. 
To properly audit these contracts a special staff 
was attached to each District Office to make 
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GET a goal. Never for­
get it. Work toward it 
all the time. Then, 
when you reach it—as 
you surely will—you
will be surprised at how much sat­
isfaction you will feel. So far as 
I am concerned, personally, I al­
ways planned sometime to go into 
business for myself. This is what 
I have recently been able to do, 
though I doubt if the opportunity 
would ever have come if I had not 
kept this goal steadily before me 
in the varying fortunes of my busi­
ness experience.”
The above are the words, in sub­
stance, of John J. Helmus, C.P.A. 
(N.Y.), a Pace graduate, who, 
though still under thirty, is a mem­
ber of the recently organized firm 
of Cullinan & Helmus, public ac­
countants and industrial engineers. 
Judging by present indications, this 
young firm is headed for immediate 
and enduring success. There is no 
reason why it should not be, for 
Mr. Helmus is an unusually able 
accountant, with a wide range of 
technical and executive experience; 
and Mr. Cullinan provides an 
equally high-grade kind of engi­
neering knowledge.
Mr. Helmus’s personality has 
helped him to forge ahead with 
rapid strides. He knows how to 
meet people and impress them fa­
vorably, how to win and keep their 
liking and respect, and how to view 
service from the other fellow’s 
view-point.
Mr. Helmus was born twenty- 
nine years ago, in Brooklyn, New 
York. He was graduated from the 
Brooklyn Public Schools and then 
from the Manual Training High 
School of Brooklyn. He was a con­
sistently good student.
After getting his high-school di­
ploma, in 1910, he decided to go 
into business instead of to college. 
His first job was that of messenger 
for the National Bank of Com­
merce of New York. A few months 
later, he secured a junior clerkship 
with Budde & Westermann, New 
York, manufacturers, jobbers, im­
porters, exporters, wholesalers, and 
retailers of hotel supplies. He 
stayed with this firm for five years, 
being promoted from time to time 
to positions of increased responsi­
bility, as his developing knowledge 
of business principles and methods 
warranted.
During this time, he took the 
Pace Accountancy Course at the 
Brooklyn Central Y.M.C.A., having 
been told about it by a former Pace 
student, Wesley M. Dawson. Mr. 
Helmus was graduated in June,
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1915, with an unusually high rank 
for scholarship and demonstrated 
accounting ability.
Mr. Helmus then joined the tech­
nical staff of S. D. Leidesdorf & 
Company, certified public account­
ants, New York. He remained with 
this well-known firm for two years. 
He spent his evenings teaching 
bookkeeping in the New York City 
evening schools. It was during this 
time that he passed the New York 
State C.P.A. examinations, although 
he did not fully qualify for his pro­
fessional degree till November, 
1919.
John J. Helmus, C.P.A.
Cullinan & Helmus 
Public Accountants and Industrial 
Engineers 
New York City
Mr. Helmus’s next business po­
sition was as accountant with the 
Englander Spring Bed Company, 
one of the Leidesdorf clients. He 
was still in the employ of this Com­
pany when the United States en­
tered the great war; whereupon, he 
resigned his position and entered 
the Cost Accounting Branch of the 
Ordnance Department.
He served as accountant-in- 
charge at several plants, and finally 
was appointed assistant supervisor 
of the Chicago District Office. 
While in the latter position, he per­
sonally handled the largest contract 
in the Chicago District—a contract
35
for building a new Government 
shell plant in Chicago. In this con­
nection, the reader’s attention is 
directed to Mr. Helmus’s article on 
Cost Plus Contracts, which appears 
at the beginning of this issue of 
The Pace Student.
In January, 1919, Mr. Helmus re­
signed from war service in order 
to resume professional practice. 
For six months he was a senior ac­
countant on the staff of Lovejoy, 
Mather, Hough & Stagg, certified 
public accountants, New York. 
Then he was connected for four 
months with Hurdman & Crans­
toun, certified public accountants, 
New York, whom he left in order 
to start in business on his own ac­
count, as a member of the firm of 
Cullinan & Helmus.
Some of Mr. Helmus’s views on 
the value of the study of Account­
ancy appear in the following letter:
“ I cannot commend too highly 
an intensive course in Accountancy 
and Business Administration to the 
young man seeking to build his ca­
reer in the business world of to­
day.
“ A course of this nature, consci­
entiously followed to its conclu­
sion, will furnish the student with 
an asset of immeasurable value, and 
one that will repay many times for 
its cost in time, money, and effort.
“ My reason for saying this is the 
nature and variety of the opportuni­
ties that business conditions of to­
day present. Conditions of man­
agement that permit waste and du­
plication of effort must be reme­
died. Accounting systems that tell 
the truth about the financial status 
of an organization at any moment 
must be worked out, installed, and 
supervised. Accurate tax statements 
must be prepared and reviewed. 
The need for these and similar 
kinds of accounting service is very 
wide-spread.
“ The Accountancy-trained man 
is in greater demand, therefore, than 
ever before, and opportunities to 
step into the highest grade executive 
positions are always awaiting him. 
Many accountants of my acquaint­
ance have used the public account­
ing field as a stepping stone to such 
positions, and to meet this constant 
depletion in their ranks, the public 
accounting firms must look to the 
younger Accountancy-trained men.
“ The student who has the initia­
tive and tenacity to undertake and 
complete a thorough course in Ac­
countancy and Business Adminis­
tration will, I am sure, find reward 
in the realization of his own in­
creased self-confidence, and his in­
creased earning capacity.”
Who's
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WHEN we consider 
the subject of con­
tracts, the first 
thing that engages 
our attention is the study of 
those essential elements upon 
which the validity and enforce­
ment of the promise depend.
Chief among these, we find that of considera­
tion. Without a valuable consideration, we 
learn that an executory contract is no more than 
a mere naked promise, and unenforceable. But 
we also learn that a good consideration is suf­
ficient to support an executed contract.
The subject of “ good consideration ” is one 
generally misunderstood by the student, because 
his mind naturally turns to the character of 
contract with which he is most familiar, namely, 
an executory contract, based upon valuable con­
sideration. For this reason, the student finds 
it difficult to understand why John Doe may 
retain property delivered to him by Richard 
Roe, when such delivery was made without any­
thing of value passing between the parties.
The reason, of course, is that Doe has ac­
quired title by virtue of a gift inter vivos; yet, 
so little are such gifts understood, that I believe 
a full discussion of the subject will serve to 
clear up the troubling matter of “ good consid­
eration.”
The law has always recognized a man’s right 
to give away his own property, provided, in so 
doing, he does not injure the rights of third 
parties, such as creditors. In Louisiana, too, 
the State is deemed an interested third party, 
and a statute renders a gift void if by it the 
donor divests himself of all his property. Un­
der decisions construing this law, a man must 
retain sufficient property to support himself, 
lest he become a charge upon the community.
The law does, however, regulate giving, and 
provides certain things as requisite to the valid­
ity of a gift. On account of the want of con­
sideration, a gift does not come within the strict 
definition of a contract, and, while still un­
executed, confers no rights upon the donee. 
But a gift, when made perfect by delivery of 
property, is regarded in law as an executed 
contract.
A gift has been defined as “ a voluntary trans­
fer of property from one party to another with­
out consideration,” or, more broadly speaking, 
a voluntary transfer of property by its owner 
to another without consideration or compensa­
tion therefor, or without other consideration 
than love and affection, or a nominal consid­
eration, or both.
Gifts are divided into two classes; namely,
gifts inter vivos, and gifts causu 
mortis. The definition just given 
describes a gift inter vivos. In 
other words, it is a relinquishment 
of property by a donor to a donee without con­
sideration, but with intent to give.
A gift causu mortis is a present of personal 
property made in the immediate apprehension 
of death, subject to the condition, expressed or 
implied, that if the donor does not die, or if the 
donee should die first, or if the donor revokes 
the gift prior to death, the gift shall be void.
The doctrine of gifts causu mortis is derived 
from the Civil Law, and bears some slight re­
semblance to that of legacies. This doctrine 
was adopted as early as 1708, in England, and 
comes to us as a part of our Common Law. It 
will be noted from the definition given that a 
gift can not measure up to the requirements of 
a contract, as such, because of the want of con­
sideration. Hence, it is the law that the trans­
action involving the gift must be completed be­
fore the donee acquires any right in and to the 
subject-matter of the gift. But when the trans­
action becomes executed by delivery of the 
property, then we have an executed contract 
predicated upon a good consideration, which is 
enforceable if it does not interfere with the 
rights of creditors; that is,' title vests in the 
donee.
Gifts inter vivos may be made of either real 
or personal property, and by any person sui 
juris. Where the donor lacks mental capacity, 
of course, the gift is absolutely void. Just what 
degree of mentality is required is a debatable 
question. Some courts apply the same test as 
in contracts, others, the law of testamentary 
capacity. The latter is probably the best rule, 
and the one always applied to gifts causu mortis. 
To constitute a valid gift, there must be neither 
fraud nor undue influence. Neither must the 
gift be made to any person standing in a con­
fidential relation to the donor. In the case of 
fraud or undue influence, the gift is void; in 
that of a confidential relationship, voidable in 
the discretion of the court. If the gift be made 
to a person standing in a confidential relation­
ship to the donor, as, for instance, an attorney 
to his client, the burden is upon the donee to 
show the gift was voluntary, and made without 
undue influence. Thus, a gift to a spiritualistic 
medium has been held to be absolutely void. In 
other words, the law implies undue influence 
where the gift is to one standing in a confi­
dential relationship, and casts the burden on the 
donee to show the contrary to be the fact.
The English law is more strict in respect to 
such gifts than is ours. In England, the donor
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must have had independent advice; 
otherwise, the gift is void. The 
weight of authority in this country, 
however, inclines to the contrary 
view, although the courts are divided on the
question. New Jersey holds independent advice 
necessary. Other American courts do not go 
this far, but content themselves with scrutin­
izing the surrounding circumstances jealously; 
and this scrutiny becomes doubly vigilant when 
it appears that the parties occupied such rela­
tive positions as husband and wife, parent and 
child, attorney and client, physician and patient, 
guardian and ward, teacher and pupil, or clergy­
man and parishioner. Always, however, the 
presence of independent advice is a valuable 
prop to sustain such gifts when attacked. It 
has been well said that these gifts must be made 
“ freely, voluntarily, and with full understand­
ing of the facts,” if they are to be sustained.
Just what is “ free, voluntary, and full un­
derstanding ” is a matter over which the courts 
differ. The New Jersey rule is, as has been 
said, that the donor must understand, and that 
independent advice must have been given. 
Other courts hold the question to be one of fact, 
to be considered in the light of other circum­
stances, such as the nature and purpose of the 
gift. And, while it strengthens the case against 
undue influence, independent advice is not abso­
lutely necessary.
Fraud will vitiate a gift; and it has been held 
that where a husband has given his wife prop­
erty, and, prior to the gift, she has been guilty 
of infidelity, the gift fails, and although delivery 
has been already made, the husband may recover 
the property.
It is a general rule of law that an uncon­
ditional, executed gift can not be revoked by 
the donor. But to this there are certain excep­
tions, such as, for example, fraud, force, or un­
due influence exerted by the donee; also, where 
the parties to the transaction occupy the con­
fidential relationships noted above. From this 
statement of the general rule, it may be seen 
that a gift may be conditional.
Where the condition fails, the gift fails. A 
makes a gift to B, his fiancee, of money with 
which to buy her trousseau. She refuses to 
marry him. The condition fails, and so does 
the gift; and A may recover the money advanced 
to B. The rule being that “ gifts made in con­
templation of marriage are conditional,” the 
donor may recover the property, if the failure 
be the fault of the donee.
But where gifts are made simply to further 
the donor in the favor of the donee, the gift 
is absolute and not conditional; therefore, it
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can not be recovered, even though 
marriage does not result.
Thus far, we have considered the 
law of gifts generally, and the law 
of gifts inter vivos in particular. Now, a word
about gifts causa mortis, or those made in ap­
prehension of death. This form of gift is con­
ditional, since the donee does not come into 
ownership of the subject-matter until the death 
of the donor.
A gift causa mortis may be revoked at any 
time by the donor prior to his death. Also, 
it is essential that the donor predecease the 
donee. Therefore, it follows that every gift 
causa mortis is conditioned upon three things; 
namely, the death of the donor, that the donor 
does not revoke prior to his death, and that the 
donor predecease the donee. The gift must be 
be made in extremis, or with a view to impend­
ing death; the donor must come to his death 
by the disorder or peril which was the cause 
of the gift; and, lastly, there must be a delivery 
of the thing given. Gifts causa mortis, like 
gifts inter vivos, must not interfere with the 
rights of third parties.
When we speak of a contract predicated upon 
a good consideration, we really mean that one 
person has given property to another, and that 
the property has been delivered, so that, as a 
result of such gift, an executed promise has 
come about. Therefore, a gift has, when exe­
cuted, the full force and effect of a contract. 
In fact, it becomes an executed contract founded 
upon a good consideration.
These gifts or contracts will always be en­
forced by the courts, provided such enforce­
ment does not interfere with the rights of third 
parties; in which event, the contract may still 
be valid as between donor and donee, but void 
as to the interested third parties.
STUDENTS who are about to graduate from Pace Institute and who are giving thought to the preparation of the required theses will 
find it profitable to read the following excerpt 
from a letter written by Homer S. Pace to a 
graduate whose thesis, after careful reading, 
was rejected:
“ I feel under the necessity of returning your 
thesis with the suggestion that you prepare an­
other thesis based upon your own observation 
and thinking. Select a subject, if the one 
formerly taken is not sufficiently within your 
knowledge, that is within your experience, and 
state your facts and conclusions in your own 
way. I feel sure that you will be able to do 
yourself credit, and I shall await with interest 
the new thesis.”
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Q
THIS Department 
does not publish 
answers to all of 
the questions re­
ceived, but only to those which 
we deem to be of general in­
terest to our readers. A com­
munication, in order to receive
attention, must contain the name and the ad­
dress of the person asking the question.
TIIS concern receives and hauls household goods for shipping and storage, with a rug- room to protect against moths, safe-deposit 
vault, and automobile storage.
At present, no routine is followed in keep­
ing the payments up on our customers’ ac­
counts, and, not having had a wide experience, 
I solicit your counsel and instruction before 
making any change.
To give you a little light on this particular 
business, the value of the average lot of house­
hold goods will be absorbed within six months 
by the storage charges on the same. Therefore, 
it is necessary that a system be installed whereby 
these accounts will automatically be brought to 
attention before becoming three months in ar­
rears, and then handled for collection.
I shall now submit my ideas. Two, which are 
similar, except that by using one the complete 
record of what action has been taken can be 
had from the account by the use of a rubber 
stamp of this order—
Form No. 2—Sent Feb. 16, 1920
Form No. 3— 1920
Form No. 4— 1920
To Attorney 1920
stamping the accounts as they become in ar­
rears; the other, showing the same information, 
but kept on a different colored sheet, inserted 
alphabetically throughout the Ledgers, as the 
volume of accounts may require.
Of course, this would make it necessary to go 
through the Ledgers each month to pick out 
these accounts, but I think this plan preferable 
to keeping a card-index file of the accounts in 
arrears.
To get back to the original idea, the main 
objection to the first is that the stamping of the 
Ledger account disfigures the sheet—hence the 
insertion of the different colored sheets.
After the status of the accounts 
is determined, a series of form let­
ters should be mailed, and, if no 
results are obtained, immediately 
placed with an attorney for collection; segre­
gating them in a separate binder.
It is rather difficult to outline precise pro­
cedures without having first-hand information 
of the working conditions in your organization. 
We are pleased, however, to give the following 
comment upon the situation, as stated in your 
letter:
Of the two methods which you suggest of 
recording delinquent accounts, we believe the 
one providing for the stamp on the individual 
accounts would be the easier to operate, and at 
the same time would give results quickly.
In a proposition such as you outline, we be­
lieve that the form of the Ledger account with 
each customer is important. The account with 
each customer should be in a form that would 
disclose quickly at all times the balance of the 
account. It would be well for you, therefore, 
to consider the Tabular Ledger form for record­
ing accounts. We give a ruling for such a 
record with illustrative entries, the operation 
of which we believe is self-explanatory.
Each account should preferably have a num­
ber. Any correspondence file opened with the 
account should bear the account number.
It will be noted that collection data are in­
cluded in the ruling of the account, which would 
eliminate stamping and the insertion of extra 
sheets.
By the use of the above form, the balance of 
an account can be easily obtained and analyzed 
at any time, for collection purposes. As collec­
tion correspondence is sent out from time to 
time, the date of sending would be inserted in 
the columns provided, so that the account, at 
all times, would indicate the collection work 
which has been done on it.
If desirable, the Ledger could be divided into 
four sections, as follows:
Rug Storage Automobile Storage
Safe Deposit General Storage
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All charges, except for storage, could be in­
dicated in the Dr. column by a symbol, such as 
H for hauling charges, S for shipping charges, 
etc., inserted next to the amount.
It may be desirable, instead of having many 
accounts on each page, to have a Ledger account 
for each person or room, box, or other location, 
the Ledger being ruled in the form shown for 
the Tabular Ledger.
Total Resources (as shown on state­
ment) ......................................................$18,402,138.96
Less: Liabilities represented by:
Circulation .................... $ 423,250.00
Bills Payable ................. 400,000.00
Rediscounts ................... 1,961,182.95
Deposits ........................ 14,428,716.02
---------------- 17,213,148.97
Capital (excess of assets over liabilities) .$ 1,188,989.99
I AM attaching hereto a condensed statement of the First National Bank of this city, and ask that you kindly advise what you consider 
the capital of this bank and why you consider 
it the capital.
CONDENSED STATEMENT
Capital, represented by:
Capital Stock .......................................
Surplus ......................................................
Undivided Profits ...................................
$ 500,000.00
500,000.00 
188,989.99
$ 1,188,989.99
Of the condition of the First National Bank 
At the close of business, September 8, 1920.
Resources
Discounts and Time Loans...................... $ 8,806,048.75
United States Bonds ................................ 530,000.00
Redemption Fund .................................... 21,500.00
Furniture and Fixtures .......................... 35,231.67
Stock in Federal Reserve Bank............. 30,000.00
Bonds, Securities, etc.........$2,942,583.50
Liberty Bonds and U. S. 
Certificates ......................
Bills of Exchange .............
Cash and Sight Exchange..
Total ............................
398,604.94
19,674.47
5,618,495.63
-------------- 8,979,358.54
...................$18,402,138.96
Liabilities
Capital Stock ...........................................
Surplus ......................................................
Undivided Profits ...................................
Circulation ................................................
Bills Payable ...........................................
Rediscounts ...............................................
Deposits ....................................................
500,000.00
500,000.00
188,989.99
423,250.00
400,000.00
1,961,182.95
14,428,716.02
Total .................................................. $18,402,138.96
The term “Accounting Capital ” indicates the 
amount by which the assets, properly stated, 
exceed the liabilities, regardless of the form of 
organization.
In a corporation, this accounting capital is 
represented, ordinarily, by the amount of capi­
tal stock issued and outstanding, plus the 
amount of available surplus, plus the amount of 
appropriated surplus, ordinarily known as “ Re­
serves.”
Applying the facts above stated to the state­
ment of the bank given, we compute the capital 
of this bank as follows:
IN the hotel business, a guest runs up a bill of, say, $50 for which, when paid, Cash is charged and a nominal account, called “ Weekly 
Rental,” is credited.
Now, suppose the guest failed to pay and left 
town, what kind of entry should be made in 
order to charge that loss of $50 to Bad Debts?
If we charge Bad Debts and credit Weekly 
Rental, we might just as well make no entry 
at all, as the status of the Profit and Loss Ac­
count would be the same; also, the same would 
be true if Accounts Receivable were charged 
and later charged to Profit and Loss.
The point is that the hotel lost $50 by reason 
of the fact that the room could have been 
rented to another, and we should like to make 
an entry charging Profit and Loss for income- 
tax purposes.
The best way to handle the transaction with 
respect to a guest who failed to pay his bill 
would be to charge Accounts Receivable and 
credit Income and then to credit Accounts Re­
ceivable and debit Bad Debts.
The effect of this transaction is, of course, 
to show the income earned, and the loss of such 
income by reason of the default of the guest.
In rendering Income-Tax Returns, the Fed­
eral Government does not permit a taxpayer to 
deduct as bad debts any losses on account of 
income which he has not reported.
LEARN the what and the why and the how   of the life round about you. Cease taking everything you see and hear for granted—cease 
being a surface thinker. Investigate for your­
self. Think down to the causes and the prin­
ciples of things. Carry out this principle in 
connection with your vocational contacts, your 
business duties, your social life, your cultural 
development. You will be surprised at your 
growth in personal power, influence, usefulness.
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Editorial THE over-persistent person, away 
with him! What a nuisance he 
is! How he ruffles your dis­
position ! I am thinking of the 
young advertising agent who 
has just left my office. He will 
not take “ No ” for an answer. 
This is the fifth time within two
weeks that he has submitted his proposition to 
me—each time in a slightly different way, to be 
sure, but the same proposition in essentials, 
none the less. He was given his answer 
the first time he called. It was “ No,” be­
cause our advertising budget had been set­
tled for the next fiscal year, and there was 
really no reason for his calling again. Evi­
dently he has read somewhere that a good way 
to make sales is by wearing down the “ pros­
pect ” by a series of battering attacks. This 
theory is bad business and bad psychology. 
Nine times out of ten it won’t work. It creates 
ill-humor and then ill-will. Be persistent, of 
course, but know where to draw the line be­
tween persistency and making a nuisance of 
yourself.
I KNOW a certain organization—I wish I didn’t—where the general manager keeps in touch with what is going on, managerially speak­
ing, through a spy system. There are certain 
men and women in the various departments who 
make it their business to report everything of 
an unfavorable nature which they see, or think 
they see. Needless to say, they are not greatly 
concerned with rendering an impersonal serv­
ice to the organization. Their point of view 
is plainly and selfishly personal. They hope— 
and usually not without reason—that their spy­
ing activities will eventually be rewarded in 
some tangible manner.
These persons are, of course, always suspected 
of playing the spy. You can imagine the qual­
ity of the organization morale that results. 
There isn’t any morale, and there never can 
be any in an organization which sanctions the 
spying system—a system that always breeds dis­
trust and disloyalty. “ Every one for himself, 
and the devil take the hindmost ”—such is the 
spirit which prevails from the office boys up 
to the management—a spirit that clogs produc­
tion and puts a premium on inefficiency and 
waste.
If, Mr. Executive, you have been consciously 
or unconsciously using the spy system, discard 
it at once. Get your information by legitimate 
methods—for example, through observation and 
impersonal reports of concrete states of fact. 
Rely, in part, on your experience and your in­
tuition. But whatever you do, don’t play the 
spy, and don’t let your subordinates play it.
A CERTAIN executive whom I called on the other day received me most courte­ously, but, just as I was about to leave, he 
brushed my business card into the waste-basket. 
This thoughtless act of his cheapened me in 
my own estimation—a thing that a tactful ex­
ecutive should never do, no matter who his 
caller may be. I shall never think of that firm 
again without visualizing the executive in the 
act of pitching my card into his waste-basket 
to keep company with a lot of crumpled paper 
and some empty match boxes. It is not neces­
sary, of course, for you to preserve the busi­
ness card of every person who calls upon you. 
Surely, though, you should not throw it away 
till you have smiled your caller out of your 
office door—a small courtesy, but one that helps 
to build good-will.
HUMAN window-trimming ” — this is a well-turned phrase which crept into a con­versation the other day about the things that 
anybody who wishes to achieve success must 
take into account. Just as the enterprising 
storekeeper attracts trade by a skilful arrange­
ment of some of his most important wares in 
his street window, just so the person who 
wishes to make a good impression upon his fel­
low humans should give attention to matters of 
appearance. This principle applies not only to 
neatness of attire, but also to evidences of men­
tal alertness and physical fitness. The true 
quality of the mettle—as to character, person­
ality, and business experience—that is within 
us should be clearly suggested by the first im­
pression that we make; and the best way to 
establish this harmony between externals and 
internals is to remember the importance of 
effective “ human window-trimming.”
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ANY a business let­
ter falls short of 
performing its full 
duty because the 
writer neglects to
be natural. This lack of nat­
uralness is due to a variety of 
causes, chief among which are 
carelessness and the uncon­
scious feeling on the part of many correspond­
ents that business communications should be 
written in a certain set manner.
Fortunately, letter-writers are learning to 
avoid the so-called “ business phrases,” such as, 
“ Hoping to be favored,” “We beg to acknowl­
edge,” and “ Replying to your favor of the 
eighteenth instant.” That the use of such 
phrases has not been entirely eradicated, how­
ever, can readily be seen by a glance through 
the morning’s mail in any office. Yet, we must 
conclude that, so far as the use of stereotyped 
expressions is concerned, the letter-writing 
world is gradually improving.
On the score of carelessness, more can be 
said. It must be admitted that the mass of 
letters that many correspondents have to handle 
as their daily work tends to place a premium 
upon quantity production rather than upon per­
sonal attention to the individual letter. Yet, 
as a matter of fact, many letters written by 
correspondents who handle a large volume of 
dictation daily are more natural and more per­
sonal in their tone than those written by busi­
ness men and women who dictate letters only 
as an incident to their regular duties. This is 
because the dictator, at one time or another, 
made a specific effort to make his letters natural, 
to have them say on paper what he would have 
said orally, if he could have talked for a few 
moments to the man who was going to receive 
his letter. As a result of this specific effort, 
the writing of simple, natural letters on his part 
finally became a habit.
Consider for a moment the letter that follows:
Dear Mr. Brownley:
In reply to your favor of the 15th inst., we 
are making an investigation of the shipment of 
text-books (your order No. 354) which you say 
has gone astray. We are somewhat at a loss to 
understand why the books have not reached 
you, but we are putting out a tracer to-day and 
will advise you of results.
Trusting that you have not been too greatly 
inconvenienced by the delay, and hoping for a 
continuation of your valued patronage, we beg 
to remain,
Yours very truly,
ATLAS BOOK COMPANY
Per L. T. Witherspoon.
It is evident, even to the casual reader of this 
letter, that Mr. Witherspoon would never have 
talked in this way. No one does. The letter 
is not natural, because it is full of stereotyped
phrases; it shows that it was care­
lessly dictated. If Mr. Witherspoon 
had taken pains, he could, with very 
little trouble, have made Mr. Brown­
ley feel that he was genuinely
anxious to find out what had happened to the 
books, and as a result, he would have built good­
will for his firm. As it is, when Mr. Brownley 
receives this letter he will unconsciously think, 
“ The usual stuff! I suppose now' I’ll have to 
wait awhile and then write again. These big 
firms don’t care much about small orders any­
how.” Mr. Witherspoon has put nothing in 
his letter that will make Mr. Brownley a 
“ booster ” for the Atlas Book Company.
You may ask, “ What chance is there to 
make a man a ‘ booster ’ when there has been a 
mistake in the shipment of one of his orders?” 
What could be a better opportunity? Show him 
by your letter that you are really interested in 
straightening out the matter. Tell him, if you 
can, what caused the trouble and what you are 
going to do, and tell him in a natural, straight­
forward manner.
Consider now how Mr. Witherspoon might 
have replied to Mr. Brownley’s complaint: 
Dear Mr. Brownley:
The mistake referred to in your letter of Octo­
ber 15th is entirely ours. When your order No. 
354 was received, the clerk who made out the 
order wrote Trenton, N. J., instead of Trenton, 
Va. We apologize.
A duplicate shipment of the books is going 
forward to you to-day by parcel post, special 
delivery. I realize that they will not reach you 
in time for your opening class session on the 
20th, but you should have them in plenty of 
time for the second session on the 23rd.
When you are in town next time, I hope you 
will leave a couple of hours free some day 
around noon, so that you can take lunch with me.
Yours very truly,
L. T. Witherspoon.
Notice what Mr. Witherspoon has done in 
this case. He has made a personal investiga­
tion of the complaint and has found the trouble. 
He admits the mistake, apologizes for it, and 
makes what amends he can by getting out im­
mediately a duplicate shipment of the books. 
His letter is distinctly personal throughout. He 
writes very much as he would talk if Mr. Brown­
ley were in his office. By doing these things 
he is building good-will for his firm.
The student of business correspondence will 
do well to consider carefully these two letters. 
Remember that every letter that goes out from 
your office is a builder or a destroyer of good­
will. What has taken years of painstaking 
effort to build up may be destroyed in ten min­
utes by one carelessly written letter. Make each 
letter that you write perform its full duty. 
Free it from stereotyped phrases; make it nat­
ural and personal in tone.
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IN answer to a series of ques­tions asked by one of the best- known business educators in the 
United States as to the place that 
instruction in Accountancy should 
have in the curriculum of business 
schools and high schools, Homer
S. Pace replied in part, as follows:
“ All high schools of the ordinary 
type, it seems to me, should teach 
certain fundamental principles of 
business organization, of account­
ing, and of commerce. The high 
schools of Commerce should give 
similar instruction; but, in addition, 
such schools should provide prac­
tice work in bookkeeping and office 
procedure, based on the funda­
mental principles, that would fit 
specifically for office vocations. 
Many office records, including let­
ters, contracts, and other docu­
ments, are dictated and written out 
on the typewriter. Vocational in­
struction, therefore, should be 
given in shorthand and typewriting. 
Instruction in respect to many of­
fice appliances could also be given 
with profit. All of this instruction 
should be given in such a way as 
to serve as the base for profes­
sional education in Accountancy 
and Commerce. The graduate could 
then enter a professional school of 
Commerce or Accountancy, either 
in day or evening classes.
“ The same holds true, it seems 
to me, in regard to the private 
commercial schools that teach the 
subjects of study commonly taught 
in a high school of Commerce. 
There may be certain differences; 
but, in the main, the objectives are 
the same, and there is the need for 
developing the reasoning power of 
the student as well as for fitting 
him for a vocation, and for further 
study.
“ My opinion is that the whole 
program is held back by the lack 
of suitable texts. The old-fashioned 
bookkeeping texts and procedures, 
even as some of them have been 
modified, do not present the mat­
ters in such a way as to develop 
reasoning power, and to provide a 
base for advanced work. On the 
other hand, the elementary parts of 
Accountancy courses worked out 
for mature students are not alto­
gether suitable for students rang­
ing in age from fourteen years to 
eighteen years.”
HENRY KNUST, a Pace graduate, 
recently passed the New York State 
C.P.A. examinations and was 
awarded his professional degree. 
Mr. Knust is connected with Had­
field & Rothwell, certified public 
accountants, Hartford, Conn.
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SCOVELL, WELLINGTON & 
COMPANY, accountants and engi­
neers, announce that the following 
men who have been associated with 
the firm for many years have be­
come partners in the firm: J. Ches­
ter Crandell, C.P.A., F. Richmond 
Fletcher, Wm. A. Schick, Jr., 
C.P.A., Harold S. Morse, C.P.A., 
and Horace G. Crockett. Messrs. 
Fletcher and Crockett will continue 
to direct the engineering work, and 
Messrs. Crandell, Schick, and Morse, 
the accounting work of their re­
spective offices.
J. ARTHUR GREENFIELD & 
COMPANY announce the opening 
of an office in the Citizen’s National 
Bank Building, Los Angeles, Cali­
fornia, for the professional prac­
tice of accounting and the special­
ized handling of Federal Income 
Tax matters. The firm is composed 
of J. Arthur Greenfield, C.P.A. 
(Fla.), former special technical 
advisor to the U. S. War Depart­
ment Claims Board, and of John 
B. Horbach, former supervisory ac­
countant for the U. S. Ordnance 
Department.
MUCKLOW & FORD, certified 
public accountants* and members of 
the American Institute of Account­
ants, announce that they have re­
moved their Jacksonville offices 
from the U. S. Trust Building to 
the Hill Building, to which all 
letters should be addressed, and 
from which they will hereafter con­
duct their practice in general ac­
countancy, organization, and in­
come-tax procedure.
CHARLES B. MOUNT, Jr., C.P.A. 
(N. Y.), a Pace graduate, was re­
cently elected controller of the 
Price-Pancoast Coal Company, and 
the West End Coaling Company, 
with office headquarters at 17 Bat­
tery Place, New York City. Mr. 
Mount goes to his new position 
from the staff of Haskins & Sells, 
certified public accountants, where 
he was a senior accountant.
M. CANTER, a graduate of the 
Detroit School of Accountancy 
(Pace Courses), in 1916, recently 
passed the New York State C.P.A. 
examinations and received his pro­
fessional degree. Mr. Canter is en­
gaged in professional practice on 
his own account at 1123 Broadway, 
New York.
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field examinations and prepare re­
ports for the guidance of the ac­
countant-in-charge.
Capital and Revenue Expenditure. 
The distinction between Capital 
and Revenue expenditures was an 
important factor in many contracts 
for increased facilities.
As previously stated, a contract 
for increased facilities was usually 
associated* with a contract for 
manufacture of ordnance materials. 
Consequently, it can readily be seen 
that a line of demarcation had to 
be drawn as to what was chargeable 
to Plant and Equipment, and what 
was chargeable to Operations. The 
importance of this method is ob­
vious, inasmuch as any operating 
costs charged to Plant and Equip­
ment would reduce manufacturing 
costs and enable the contractor to 
secure a premium for a reduction 
in cost, or, in the case of a fixed- 
price contract, effect a direct sav­
ing in his own costs.
Cost Plus a Fixed Profit Contract 
(in plant entirely Government 
owned). The treatment of these 
contracts from an accounting stand­
point was comparatively simple. 
As previously explained, the Gov­
ernment in many cases paid for the 
erection and equipment of entire 
plants to carry out the provisions 
of a contract for ordnance mate­
rials.
Inasmuch as no work was carried 
on in such plants except that speci­
fied in the contract, there was little 
possibility for improper charges 
being made to the Government for 
manufacturing costs.
The duties of the accountant, 
therefore, resolved themselves into 
straight audit work, and the prepa­
ration of summaries and vouchers 
to reimburse the contractor. The 
preparation of these documents will 
be explained later.
All manufacturing and adminis­
tration costs were chargeable to the 
contract, with a fixed sum allowed 
on each unit completed in the na­
ture of a profit or remuneration for 
his services.
Cost Plus a Variable Profit Con­
tracts (in a plant entirely Govern­
ment owned). The treatment of 
these contracts was exactly the 
same as that explained in the pre­
vious section, except that care had 
to be exercised in making capital 
and revenue distinctions.
The making of this distinction 
was particularly necessary with 
such items as tools, dies, jigs, and 
fixtures. It was also necessary to 
scrutinize material and labor charges 
to determine if they were operating 
expenses or additions to plant and 
equipment.
The reasons for this distinction 
can be readily seen, in that a re­
duction in operating costs as pro­
vided in some contracts would en­
able the contractor to claim a pre­
mium in addition to the fixed profit 
per unit specified.
Cost
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In contracts where profit was cal­
culated on a straight per cent. basis 
on manufacturing cost, the tendency 
would be to load costs, and would 
have to be watched as carefully as 
on those where the tendency would 
be to shave costs, in order to se­
cure a premium on costs below a 
certain figure.
Cost Plus Contracts (in plants 
privately owned). This class of 
contract was the most troublesome 
to the accountant, and presented 
more complications than all the 
other forms of Cost Plus Contracts.
The work divided itself into an 
audit of the following:
Direct Labor Charges.
Direct Material Charges. 
Factory Overhead Expense
Charges.
Administrative and General 
Expense Charges.
At plants where contracts of this 
kind were in operation, work was 
usually performed on the contract­
or’s own private work concurrently 
with that on the Government con­
tracts.
This situation, of course, required 
a segregation of each of the ele­
ments of cost and, consequently, a 
thorough understanding on the part 
of the accountant of all cost prin­
ciples involved.
Audit of Labor Charges. An au­
dit of the labor charges was re­
quired on an examination of time- 
tickets, job-tickets, production or­
ders, labor reports, etc., to see that 
only proper charges were made to 
the Government contracts.
A compilation of operation or 
part costs was required of the ac­
countant; consequently, these data 
had to be collected and recorded in 
suitable records. It was then nec­
essary to summarize these data on 
a form prescribed therefor, and pre­
pare a public voucher for the total. 
The public voucher with attached 
supporting summary was forwarded 
to the District Office, and in due 
course, the contractor was reim­
bursed therefor.
Government contracts usually 
provided for a basic eight-hour day, 
with overtime to be paid for at 
rates prevailing in the locality of 
the plant. Abuses of this provision 
were numerous, and the accountant 
did much to bring these to light. 
A striking example of the misap­
plication of the provision was that 
of a subcontractor who performed 
work for his own account during 
regular hours at straight hourly 
rates and performed Government 
contract work after regular hours 
and charged overtime rates there­
for. The case was quickly reme­
died, by showing up the facts and 
withholding payment for the over­
charge.
Audit of Direct Material of 
Charges. The audit of material 
charges was comparatively simple. 
A large part of the direct mate­
rials were purchased specially for
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the ' contract, and purchase orders 
for same were approved by ord­
nance officers. Receipt, quality, and 
quantities of the material were 
verified by the Government Stores 
or Inspection Section representa­
tives, so that the accountant had 
only to verify payment and clerical 
accuracy of the voucher presented 
for reimbursement.
Material charges from the con­
tractors’ own stores were somewhat 
more difficult to audit, but with or­
dinary precautions and the assist­
ance of Production and Inspection 
Officers, no particular complications 
were involved.
After auditing the material 
charges, the accountant prepared a 
Summary of Direct Material, show­
ing full details as to quantities, 
class of material, prices, discounts, 
freight, etc.
These summaries were recapitu­
lated, and the total was carried to 
a public voucher for reimbursement 
in the usual way.
Audit of Factory Overhead Ex­
penses. The audit of Factory Over­
head Expenses brought up many in­
teresting situations, and was prob­
ably the subject of more disputes 
than any other phase of the Cost 
Plus Contracts.
The following were the principal 
items chargeable in whole or in 
part to the Government:
(1) Supervision and clerical sal­
aries (foremen, clerks, timekeepers, 
etc.); (2) indirect labor (non-pro­
ductive, such as inspectors, clean­
ers, oilers, etc.); (3) supplies used 
(oils, waste, brooms, etc.); (4) fuel 
(oil, coke, gas, coal, etc.); (5) small 
tools of a perishable nature; (6) 
water; (7) repairs to machinery 
and equipment; (8) liability insur­
ance; (9) insurance on contracts, 
machinery, equipment, etc.; (10) 
depreciation of machinery and 
equipment; (11) power; (12) build­
ing maintenance; (13) factory man­
agement and general plant expense.
Application of Overhead. The 
application of the Overhead Ex­
pense to the product manufactured 
was made on the basis best adapted 
to the individual conditions or re­
quirements of the plant.
The three methods gene ally used 
were:
1. As a per cent. of direct labor.
2. Direct Labor Hour.
3. Machine Hour.
The accountant’s instructions were 
that, whenever an equitable basis 
of distribution of overhead expense 
was established in a plant, such 
method should be continued and 
used for the determination of costs. 
The most common method was that 
of a per cent. of direct labor.
Wherever possible, overhead ex- 
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penses directly chargeable to the 
Government contract were allocated 
and reported as such. Care had to 
be exercised, however, not to du­
plicate such expenses in a general 
departmental rate.
Each plant had individual prob­
lems that arose in connection with 
the prorating of Overhead, but 
these were usually specific cases 
and required treatment as such.
The accountant had to use dis­
cretion and care in solving these 
problems, and when in difficulty, 
could call on the Supervisors for 
specific rulings on the case.
Two forms of summaries were 
utilized by the accountant in re­
porting Factory Overhead Ex­
penses for reimbursement. One 
was for the use of Indirect Mate­
rials only, and was prepared in a 
similar manner to that of the Di­
rect Materials, The other form 
was for all other Overhead Ex­
penses.
The summaries were recapitu­
lated and carried to the public 
voucher as explained in connection 
with other elements of cost.
Audit of Administrative and Gen­
eral Expenses. The accountant al­
so had to audit the administrative 
and general expenses of the con­
tractor as a pro rata share of the 
major portion. These expenses 
were properly chargeable to the 
contract. The following items were 
reimburseable:
(1) Salaries of executives; (2) 
salaries of office employees (exclu­
sive of sales and advertising de­
partment employees); (3) salaries 
of engineering department; (4) 
taxes (except Federal taxes and 
taxes included in Factory Over­
head) ; (5) stationery and supplies 
(for office use); (6) postage, tele­
phone, and telegraph; (7) travel­
ing, other than for sales promotion; 
(8) incidental expenses not pro­
vided for above.
The expenses were prorated, 
either on a basis of total factory 
cost (including direct labor, direct 
materials, and factory overhead ex­
penses) or on a basis of direct la­
bor only.
With respect to the reimburse­
able items enumerated above, it 
will be noted that all expenses in­
cidental to the promotion of sales, 
advertising, losses on bad debts, 
contributions, subscriptions, and 
the like, were excluded.
The question as to whether or 
not interest charges were reim­
burseable was frequently raised, 
and the rule followed was that in­
terest on investment or on bonded 
debt should not be considered as 
an expense entering into cost of 
Government contracts, but that in­
terest paid on money borrowed to 
finance the purchase of materials 
necessary to complete contracts 
might be reimbursed on approval 
of the Contracting Office. This in-
Cost
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terest cost, however, was not to be 
included as a cost on which profit 
was to be calculated.
Administrative and general ex­
penses were summarized on a spe­
cial form provided therefor, and re­
imbursements were made to the 
contractor as previously outlined.
Analysis of Costs. In addition 
to the preparation of the summaries 
and vouchers outlined above, the ac­
countant was required to maintain 
an analysis or classification of all 
items vouchered by him. This 
analysis was prepared on a col-
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umnar-ruled form and supplied full 
details as to all items entering into 
the cost of the. contract. It also 
provided a control on the total 
amount of expenditures for com­
parison with appropriations or al­
lotments for the work.
Monthly Summaries. At the end 
of each month, a summary or re­
capitulation was prepared from this 
record and forwarded to the Dis­
trict Office.
Chart. The annexed chart dis­
closes the source and routing of the 
forms used by the Cost Accounting 
Branch of the Ordnance Depart­
ment with respect to Cost Plus Con­
tracts.
The services of the accountant 
with respect to Cost Plus Contracts 
have been of inestimable value to 
the Government, and their duties 
as a whole were well and faithfully 
performed.
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THE period of de­
flation through 
which we are 
passing has 
brought home to 
business men the 
true significance 
of Values, which 
values are the 
more commonly 
classified as Inventories.
The present time is an opportune 
one to consider Values. For a num­
ber of years, the tendency has been 
a continuous upward climb. The 
forecast of the future indicates a 
downward trend, with irregularities, 
which frequently intercept a falling 
market. This sudden change in con­
ditions is not only compelling most 
proprietors to review the standing 
of their businesses, but is requiring 
consultations between bankers and 
business men, and is causing ac­
countants to lend their knowledge 
in the adjustment of values—all 
with a view to guiding the tenden­
cies which confront most businesses 
at this time.
During this period of adjustment, 
by virtue of his knowledge of val­
ues, the accountant can lend invalu­
able assistance. As applied to in­
ventories, he can divide the inven­
tories into numerous classifications, 
which will enable the management 
to decide questions of the utmost 
importance.. At this time, many 
businesses, both those engaged in 
manufacturing and in trading, are 
carrying abnormal stocks. These 
stocks have been built up because 
of the uncertainties which have ex­
isted during the past few years. 
To prevent the possibility of shut­
downs, or the loss of business, ab­
normal purchases were made— 
some of them at inflated values. 
In a number of instances, the val­
ues of inventories on hand have de­
creased considerably, and this fact 
will call for numerous adjustments 
to be made upon the books, which, 
ultimately, will be reflected in 
financial statements.
As inventories tie up cash, and 
as most businesses are suffering to 
some extent from the lack of ready 
funds, it is manifest that the first 
step should be to reduce inventories 
by liquidation. In taking this step, 
severe losses may be incurred.
To assist the liquidation of in­
ventories, it will often be necessary 
to analyze inventories, using the 
classifications as listed below:
Current Inventories 
Raw Materials 
Work-in-Process 
Finished Stock
A summary of the analysis may
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best be reflected in a schedule, as 
shown. In making the analysis, 
there will be many things to be 
considered, as each class of inven­
tories will require special consid­
eration. The nature of the busi­
ness, to a large extent, will control 
the actual form in which the in­
formation will be presented; the 
volume of business will control the 
extent of detailed classification. 
The information gathered may be 
reflected graphically, or in a num­
ber of other ways, to bring out 
salient points.
In assisting the management, the 
accountant may review inventories 
with the following points in mind:
1. Present Values, as Compared
with Book Values.
2. Future Commitments.
3. Scheduling of Purchases.
4. Slow-moving Items.
5. Obsolete Items.
6. Overstocks.
7. Items Available for Sale.
In considering these points, the 
following outlines are suggested: 
(It may be desirable to enlarge 
upon these outlines, or eliminate 
some of the procedures, contingent 
upon conditions found in practice.)
1. Present Values as Compared
with Book Values.
It is recognized that values of 
current inventories have been re­
duced materially, because of sub­
stantial reduction in the prices of 
commodities. Students of econom­
ics have predicted that reductions 
would follow the continued in­
creases which have marked the 
trend of prices for so many years. 
In adjusting values of inventories, 
the sound principle of accounting— 
that current inventories should be 
valued in accordance with cost price 
or market price, whichever is the 
lower—will be adopted.
The principle of valuing current 
inventories upon the basis of mar­
ket price or cost price' has long 
been recognized by the Government 
for tax purposes, provided this 
method was followed each year. 
Because of existing conditions, the 
Treasury Department recently made 
special rulings in connection with 
the valuing of inventories.
2. Future Commitments.
Although commitments are not
shown in the accounting records, 
they do, nevertheless, have a direct 
bearing upon the future progress of 
a business, and they should be con­
sidered in connection with a sched­
ule of inventories. Future commit­
ments may have been placed at high 
prices, and if they can not be can­
celed, it will mean that additional 
high-priced stocks will have to be 
received at stated dates. In prepar­
ing the schedule, it is advisable to 
have this in mind.
3. Scheduling of Purchases.
While the scheduling of pur­
chases is probably a function of the 
purchasing agent, it is desirable to 
treat this subject in connection with 
general consideration of invento­
ries. Shipments of materials pur­
chased from vendors should be 
scheduled to reach the plant a short 
time before the materials will be 
required. In scheduling shipments, 
sufficient time should be allowed 
for delays in transit. To prevent 
any possibility of exhausted stocks 
of materials, the consumption of 
materials should be carefully 
watched in accordance with the re­
quirements, as provided by the pro­
duction schedule. Close contact 
with the branches of the organiza­
tion will enable the purchasing 
agent to schedule shipments, and 
to keep inventories of current pur­
chases at a minimum.
One of the handicaps experienced 
by financial executives in manufac­
turing businesses is the receipt and 
payment of materials long before 
they are required. It is not only 
costly to have materials lying idle 
in stock, but it also encourages 
waste. In the past few years, when 
large stocks of raw materials were 
carried, considerably more waste 
found its way into production costs 
than did during the pre-war period, 
when keen competition forced econ­
omies.
4. Slow-moving Items.
An analysis of inventory stocks 
will often disclose that there are a 
number of slow-moving items 
which assist in keeping the value 
of inventories at a high-water 
mark. Special emphasis should be 
laid upon items of this nature, and 
they should be eliminated or re­
duced to strengthen the general in­
ventory situation.
5. Obsolete Items.
What has been said of slow-mov­
ing items is also true of obsolete 
items. Frequently, stocks are car­
ried year after year which should 
be considered obsolete, so far as 
the industry under review is con­
cerned. Obviously, these items 
should be sold, or otherwise dis­
posed of, to record properly inven­
tories in the Balance Sheet.
6. Overstocks.
Another common condition of 
inventories is to find overstocks of
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various items—the stocks of some 
items being entirely out of line 
with the stocks of other items to 
take care of required production. 
This was recently disclosed in con­
nection with the inventories of a 
large railroad company where it 
was found that a general storeroom 
carried stocks of certain items to 
last, at the rate of consumption, 
more than twenty years. Steps 
should be taken to equalize the 
stocks of raw materials or com­
ponent parts.
7. Items Available for Sale.
A review of inventories will 
sometimes show a number of items 
which may be sold, either in the 
form in which they were purchased, 
or as scrap. The sale of slow-mov­
ing items, obsolete items, and sur­
plus stocks, will assist in reducing 
the values of inventories. Reduc­
tions of this nature are merely a 
form of liquidation which will help 
to build up available cash.
It is apparent that a thorough 
knowledge of trade conditions, rel­
ative values, and business manage­
ment, is a necessary prerequisite to 
the preparation of data to be used 
in adjusting inventories. There are 
many practical factors to be con­
sidered in presenting information 
of this nature. Many financial prob­
lems arise in the management of a 
business which require decisions. 
To decide these problems correct­
ly, it is important to have—first, 
the actual facts surrounding the 
problem; second, a knowledge 
of general managerial principles; 
third, sound judgment. The ac­
countant can be of material as­
sistance in determining and pre­
senting the facts required. He 
must, however, have in mind the 
problems to be decided, and blend 
his knowledge of general business 
conditions with his technical knowl­
edge in presenting the facts.
As inventories generally repre­
sent a large percentage of working 
capital, it is natural that values tied 
up in this manner should come un­
der the accountant’s close super­
vision. In treating inventories, 
the accountant must use sound 
principles of business management, 
and handle the subject in a com­
mon-sense, practical way. When 
the opportunity to be of real serv­
ice is available, the accountant, 
sometimes due to his over anxiety 
to be technically correct, will prac­
tice pedantry. The problems within 
the scope of this article are many, 
and have been treated in a sum­
mary way, merely to point out 
leads for future development.
Note the following schedule form:
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THE following excerpts from a letter received from John A. Nhare, Jr., Extension di­
vision student, will be of interest:
“ It may be of interest to you 
to know that when I enrolled with 
your school, I was in the Govern­
ment Service, in fact, in charge of 
the Income Tax Division in the 
office of the Collector of Internal 
Revenue in this city; that on Au­
gust 15, 1919, I severed my connec­
tion with the Treasury Department 
for the purpose of entering the 
field of public accounting and its 
associated tax work.
“ Since ours is a young organiza­
tion with an average force of ten 
men, and as business is coming so 
rapidly, nights and Sundays have 
been used frequently in an effort 
to keep abreast of the growth.”
MANY of the readers of The Pace Student, especially those who are engaged in 
the professional practice of Ac­
countancy, will doubtless be inter­
ested in the following excerpt from 
one of the recent special bulletins 
published by The American Insti­
tute of Accountants:
“ Since the meeting of the Coun­
cil, in April, members of the Ex­
ecutive Committee and special Com­
mittee on Administration of En­
dowment constituting a joint com­
mittee on purchase of building for 
the use of the Institute have been 
constantly engaged in the search 
for a building which would meet 
the requirements of the organiza­
tion. It was the opinion of the 
majority of the members of the 
joint committee that it would be 
preferable to purchase a building 
in the 42nd Street section of New 
York, if one could be found at a 
price within reach. A subcommittee, 
consisting of W. E. Sells, chairman, 
J. E. Sterrett, and the secretary, 
was appointed to make a thorough 
investigation of the possibilities in 
all reasonably suitable sections of 
the city, and a great many dwelling- 
houses and other buildings were 
considered.
“ One of the essentials in mind 
was a building in which there would 
be abundant light for library and of­
fice purposes. This, of course, pre­
cluded almost everything except a 
corner building. Several corners 
which seemed to meet the require­
ments were found, but the prices 
were quite beyond the range of 
present possibilities. One building 
which for a time seemed to offer a 
solution of the problem had to be 
relinquished when the vendors 
decided not to sell.
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“ Finally, the Committee author­
ized the purchase of the building 
at 135 and 137 Cedar Street, at pres­
ent occupied by the White-Pierce 
Chemical Company. The building 
is of three stories, and was entirely 
renovated and remodeled about a 
year ago. The upper floor consists 
of one large room, suitable for li­
brary purposes; the second floor 
will be used for executive offices, 
and the ground floor for the time 
being will be rented. Ultimately, 
if it be decided to undertake pub­
lishing activities, the ground floor 
will be suitable for the purpose.
“All the members of the Com­
mittee feel that while the building 
is not exactly what the Institute 
would desire for a permanent home, 
it offers a way out of an existing 
present difficulty, and will be large 
enough for the Institute’s require­
ments for several years to come.”
STANLEY W. PARK, C.P.A. 
(Ill.), C.A., and a member of the 
American Institute of Accountants, 
has opened an office at 56 Pine 
Street, New York City, for the gen­
eral practice of Accountancy.
TOWNSEND, DIX & POGSON, 
public accountants, announce the 
removal of their New York office 
to 280 Broadway.
IN view of the fact that the pres­ent New York State Income- Tax Law requires employers, in 
certain instances, to withhold state 
income taxes payable by their em­
ployees, we believe that the follow­
ing extracts from a letter by the 
Pace & Pace Accountancy Depart­
ment will be of interest to you:
The present law, as amended May
13, 1920, requires you to withhold 
the amount of the state tax in re­
spect to all salaries, wages, com­
missions, gratuities, emoluments, 
and other fixed or determinable an­
nual or periodical compensation of 
whatever kind and in whatever 
form paid, credited, or received, 
earned by any employee for per­
sonal services. This deducting and 
withholding is, however, subject to 
the following conditions:
1. Where the amount of such 
compensation for 1920 is less than 
$1,000, no deducting or withholding 
is required.
2. Where the employee files with 
you a Certificate of Residence 
(Form 101) to the effect that he is 
a resident of New York State, and 
setting forth his address within 
New York State, no deducting or 
withholding is required.
3. Where the employee files with 
you a Certificate of Non-Residence
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and Claim for Personal Exemption 
(Form 102), showing that he is a 
resident of the commonwealth of 
Massachusetts, and setting forth his 
residence address therein, no e- 
ducting or withholding is required.
4. In all other cases, deducting 
and withholding the amount of the 
tax from the employee’s compensa­
tion is required. The tax rate is 1 
per cent. on the first $10,000 or less; 
2 per cent. on the next $40,000 or 
less; and 3 per cent. of the excess 
over $50,000, by which the amount 
of such compensation for 1920 ex­
ceeds $1,000 (if no certificate on 
Form 102 is filed), or exceeds the 
amount of exemptions granted to 
such employee as shown by a Cer­
tificate of Non-Residence and Claim 
for Personal Exemption (Form 102) 
filed with you by the employee.
The amounts to be withheld from 
1920 personal compensation are pay­
able to the state on or before April 
15, 1921. If a person left your em­
ploy before April 14, 1920, and was 
fully paid to that date, you are not 
required to withhold any taxes for 
1920 in respect to such person; 
otherwise, the above withholding 
provisions are in full effect. While 
the tax law evidently contemplates 
that the employer will withhold a 
fixed percentage from each period­
ical payment to an employee, no 
definite requirement to that effect 
is made. It is left to the conveni­
ence of the employer, and you will 
undoubtedly satisfy the require­
ments of the statute if you pay the 
tax to the state when it falls due 
and make proper return to the state 
of the information required. For 
your protection, you should there­
fore withhold such taxes from the 
payments which you are now mak­
ing to employees, if you have not 
already done so.
We give below a list of the forms 
of returns which are required to be 
filed in order to give effect to the 
withholding provisions of the tax law.
Form 101—Certificate of Tax 
Payer Claiming Residence in the 
State of New York. This certifi­
cate is to be filed with the employer 
by each employee who is a resident 
of New York State, for the purpose 
of claiming the benefit of such resi­
dence for income-tax purposes. 
This certificate is to be retained by 
the employer.
Form 102—Certificate of Non- 
Residence and Claim for Personal 
Exemption. This certificate is to
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be filed with the employer by the 
non-resident employee, for the pur­
pose of claiming the benefit of per­
sonal exemptions.
The above two certificates are 
effective only for the calendar year 
in which they are filed. New cer­
tificates should be required by em­
ployers each year.
Form 103—Return of Tax With­
held at Source. This return is to 
accompany individual reports on 
Form 103, and must be filed with 
the New York State Income-Tax 
Bureau on or before April 15, 1921, 
and must be accompanied by pay­
ment of amount of taxes withheld.
Form 105—Return of Information 
at Source. This return is to be pre­
pared for each employee to whom 
any taxable income aggregating 
$1,000 or more was paid during 1920. 
This return need not be made for 
those employees from whom there 
has been actual withholdings which 
have been reported on Forms 102 
and 103. These returns (Form 105) 
must be forwarded with the annual 
summary and letter of Transmittal 
(Form 106) to the New York State 
Income-Tax Bureau on or before 
April 15, 1921.
THE Federal Government is evidently coming to realize the importance of having the Na­
tional finances under the supervision 
of an executive who understands the 
theory and technique of accounts, 
as is shown by the following ex­
cerpt from The New York Herald:
“ In his annual report to Secre­
tary Houston, Controller Warwick 
of the Treasury recommends cen­
tralizing the activities of a general 
accounting office under a Controller 
General by means of a legal and 
administrative staff control made 
up of the heads of accounting de­
partments, as designed in the bud­
get bill passed by Congress at its 
last session, but vetoed by Presi­
dent Wilson.
“ ‘ It is the relation of a bud­
getary system to the practical ad­
ministration of affairs in the hands 
of the executive branch of the 
Government,’ Controller Warwick 
said, ‘ and its character as a coor­
dinate influence between actual ad­
ministration and the exercise by the 
legislature of its authority to ap­
propriate the public funds for ad­
ministrative purposes that lead to 
the consideration of an independent 
accounting system, which in its 
operation must be of greater prac­
tical value in the purpose of attain­
ing efficiency in government than 
any mere budget form of statement 
in itself.’”
Wherever business is
carried on, the need of 
Accountancy-educated men
and women is apparent. Facts and data
that will insure safety as well as progress must be 
gathered, collated, reviewed, approved, stated. Leaks must be 
stopped—waste eliminated—production increased—just prices deter­
mined—sound accounting systems installed—factory operations 
charted—compensation and bonus plans devised—correct methods 
of financing planned—tax problems solved and tax statements pre­
pared—effective methods of managerial control put into operation. 
Such is the nature of the work which everywhere is calling for the 
services, directive and technical, of Accountancy-educated men and 
women.
Training in Accountancy and Business Administration—sys­
tematic, developmental, accredited training—is provided by Pace 
Institute, in New York, Boston, and Washington. In these Resident 
schools, midwinter class groups—day and evening—are already 
being organized.
The Pace Courses are also successfully taught by Extension 
through the mails. Prospective Extension students are given the 
unusual privilege of enrolling for one month’s trial instruction, with 
the charge for tuition and text limited to $7. There is no obligation 
whatsoever to continue the Course.
Send for “Making Good,” a timely booklet of 40 pages, 
giving the experiences of many men and women who have made 
good in Accountancy and Business.
Pace Pace
WASHINGTON NEW YORK BOSTON
715 G Street, N. W. 30 Church Street Tremont Temple
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